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SFAS 141R - Recognition and
Measurement of Preexisting
Relationships and Reacquired Assets

Introduction

The Financial Accounting Standards Board
(“FASB”) revised Statement of Financial
Accounting Standards 141 (“SFAS 141R”),
Business Combinations, in December
2007. Effective for business combinations
for which the acquisition date is on or after
the beginning of the first annual reporting
period beginning on or after December 15,
2008 (January 1, 2009 for a calendar year
company), SFAS 141R replaces existing
Statement 141 in its entirety. SFAS 141R
introduces the acquisition method of
accounting and clarifies the treatment of
specific assets and liabilities with respect

to whether they should be included as

part of acquisition accounting or treated as
separate transactions outside the scope of
the acquisition method. In this issue, we
explore the application of these principles

to preexisting relationships between the
seller and the buyer.

Impact of SFAS 141R

SFAS 141R incorporates the concepts in
EITF Issue No. 04-01, Accounting for
Preexisting Relationships berween the
Parties of a Business Combination (“EITF
04-01”), which is nullified on the effective
date of SFAS 141R. The treatment

of preexisting relationships is now
considered as part the recognition and
measurement principles of SFAS 141R.

Recognition

In the event of a business combination,
the seller and the buyer may have

a preexisting relationship before a
transaction was contemplated or enter
into an arrangement during negotiations
that is separate from the business

combination. These situations may be
contractual or non-contractual.

Under the recognition principle and the
acquisition method, the buyer in a business
combination can only recognize assets
and liabilities that were exchanged in the
business combination transactions rather
than the result of a separate transaction.
SFAS 141R provides guidance to assess
the treatment of transactions representing
preexisting relationships.

e If the transaction is entered into for
the benefit of the buyer or combined
enterprise, then it is likely to be a
separate transaction and is accounted for
in accordance with the relevant GAAP,
not as part of applying the acquisition
method. Specific examples of these
transactions include the following:
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SFAS 141R - Recognition and Measurement of Preexisting
Relationships and Reacquired Assets (continued)

- The buyer and seller settle
preexisting relationships.

- Compensation is paid to the sellers
or its employees for future
services.

- The sellers are reimbursed by the
buyers for acquisition costs.

e If acquiring the preexisting
relationship was for the benefit of the
seller before the combination, then
any or all amounts shall be included
as a part of the assets acquired and
liabilities assumed in the transaction
and recognized as part of the
acquisition method.

Measurement

In the context of settling a preexisting
relationship outside of the business
combination, the buyer shall recognize
a gain or loss for any preexisting
non-contractual and contractual
relationships based on the following:

® The gain or loss for a non-contractual
preexisting relationship is measured
at fair value.

* The gain or loss for preexisting
contractual relationships are
measured based on the lesser of: (i)
unfavorable or favorable terms when
compared with pricing for current

About the author

market transactions for similar
items; and (ii) the amount of any
settlement provisions in the contract.
However, the amount of the gain

or loss derived may be offset if the
buyer had previously recognized a
related asset or liability. With the
exception of a reacquired right, the
market component of a preexisting
contract is not considered a separate,
identifiable intangible asset, but is
included in goodwill.

As revised in SFAS 141R, reacquired
rights are considered identifiable
intangible assets as they meet the
contractual-legal and the separability
criteria. A reacquired right is defined
as a right that a buyer had previously
granted to the seller to use the buyer’s
recognized or unrecognized intangible
asset (e.g., franchise rights or technology
license). However, the reacquired
rights are recognized on the basis of
the remaining contractual term of the
related contact regardless of whether
market participants would consider
potential contractual renewals in
determining its fair value. Furthermore,
if the contract includes terms that are
favorable or unfavorable, a gain or
loss for the effective settlement of the
contract is measured in accordance with
the previously discussed preexisting
relationship settlement provisions.

Examples promulgated by FASB are
outlined in the Statement.
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determining it, call Grant Thornton LLP.
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or issues discussed in this newsletter, please
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may also visit us at www.GrantThornton.com/
valuation.
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